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(ITALY) KEY ECONOMIC INDICATORS: 4/81 


All values in U.S. $ million Exchange rates used (lire per dollar): 
and represent period averages 831 for current 1979 values, 856 for 


unless otherwise indicated current 1980 values, 1002 for current 
1981 values, 625 for constant (1970) 
values 


Items and date 1979 1980 Cumulative 
of most recent data shown 1981 (most 
recent data) 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 324,497 394,161 
GDP at Constant (1970) Prices 131,693 136,910 
Per Capita GDP, Current Prices 5,693 6,897 
Plant, Equipment and Transport 

Investment at Constant (1970) 

Prices 21,987 24,178 
National Income at Current Prices 270,965 325,603 
Indices: 

Industrial Production 

(1970=100) 134 141.5 5.6 144.9 (2/81) 

Average Labor Productivity 

(1970=100) 132.2 137.6 4.1 

Average Industrial Wage 

(1975=100) 213.9 260.8 21.9 

Labor Force ('000) 22,075 22,372 153 

Average Unemployment Rate 

as % of Labor Force 7.7% 7.6% 


MONEY AND PRICES 
Primary Liquidity (MI) (End Period) 182,655 200,146 9.6 
Interest Rate (Central Bank) (End P) 15.0 16.5 19.0 (4/81) 
Prime Rate (End Period) 19.5 21.5 22.5 (4/81) 
Indices: (1976=100) 
Wholesale Price 146.0 175.2 20.¢ 191.3 (2/81) 
Cost of Living 2153.7 186.2 21.1 211.7 (3/81) 


BALANCE OF PAYMENTS AND TRADE 

Total Official Reserves and Net 

Foreign Position of Commercial 
Banks 29,486.6 43,120.9 

Balance of Payments 2,184.8 <-7,325.5 -3,407.3 (3/81) 

Balance of Trade -5,620.9 -21,805.8 -3,066 (2/81) 

Exports, FOB 72,113.4 77,948.9 8.1 10,976 (2/81) 
U.S. Share 4,665.3 4,140.2-11.3 

Imports, CIF 77,734.3 -99,754.7 28.3 14,042 (2/81) 
U.S. Share 5,271.4 6,939.2 31.6 


Main Imports from U.S. (C.¥. 1980) Machinery and Equipment 59,819 M.T., $1,157.1; 
Chemicals 1,100,167 M.T., $752.1; Oil Seeds and Cakes 2,016.186 M.T., $564.0; Feeds 
and Grains 3,115,535 M.T., $520.7; Coal and Coal Products 6,214,103 M.T., $493.1; 
Aircraft and Parts 1,988 M.T., $393.3; Typewriters and Calculators 5,116 M.T., $372.1; 
Paper Pulp, Paper and Manufacturers 445,173 M.T., $239.8; Sawed Wood 306,508 M.T., 
$207.7; Iron and Steel Scrap 1,156,502 M.T., $178.5; Laminated Iron and Steel 211,847 
M.T., $155.2; Electric Lamps 2,985 M.T., $151.3; Silver, Gold and Platinum 201 M.T., 
$130.6; Hides and Skins 23,490 M.T., $124.9; Cotton Fabric 21,933 M.T., $108.3; 
Petroleum Products 654,714 M.T., $91.2; Leaf Tobacco 18,565 M.T., $84.6; Raw Cotton 
43,075 M.t., $71.2; Auto Parts 7,422 M.T., $70.6 


1/ Original data in dollars. 
2/ Seasonally adjusted total at annual rate. 


SOURCES : ISTAT (Italian Central Institute of Statistic), Bank of Italy, GOI Economic 
Report, ISCO (Istituto Nazionale per lo Studio della Congiuntura). 
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SUMMARY 


In 1980, Italy's economic growth (4 percent) was the highest in the 
Economic Communities (EC) even though for much of the year economic 
activity was declining. After a very rapid advance during the first 
part of the year, the economy slipped into a recession that deepened 
over the summer months. There was an upward adjustment in the fourth 
quarter; but by the end of the year, economic activity was still below 
the first half average. Investment spending, both public and private, 
rose sharply. Consumption (including imports) also increased at a fast 
pace. 


Substantial balance-of=payment deficits and high rates of inflation 
persisted throughout the year. Italian exports in 1980, measured in 
real terms, declined for the first time in the post-war era. 
Contributing to this decline were relatively low world economic growth, 
domestic absorption of exportables due to higher profit margins in the 
home market, and deterioration in the price competitiveness of Italian 
exports. Italian imports were up substantially last year. The trade 
deficit for 1980 is estimated at $16 billion--an increase of $15 billion 
from 1979. The services account, which includes $7 billion in tourism 
earnings, showed a large surplus. The 1980 current account swung into 
deficit ($9.8 billion) after a surplus of $5.2 billion in 1979. Italian 
inflation has been well above that of its major trading partners, and in 
1980 the cost-of-living index rose 21 percent. 


In the face of continuing high inflation and a deteriorating external 
position, the authorities, in early 1981 made monetary policy more 
restrictive, adjusted the lira parity within the European Monetary 
System (EMS), took steps to reduce the public sector deficit, and were 
considering ways to decrease the rate of growth of labor costs. These 
latter measures are to be implemented within the framework of the 
Government's longer term economic strategy, as outlined in the La Malfa 
Plan. 


For 1981, the outlook is for zero or even negative real growth. 
Consumer demand is expected to be restrained by losses in personal 
income due to high inflation and possibly an increase in savings. 
Investment is likely to decline, in part the result of a tight monetary 
policy necessitated by balance-of-payments and inflationary 
considerations. Real export growth should be positive, but given the 
decreasing possibility of a strong recovery in Italy's trading markets 
in 1981, insufficient to pull the economy into positive gross domestic 
product (GDP) growth. The low level of Italian economic activity in 
1981 may permit some lessening of upward price pressures, but the recent 
weakness of the lira, a large public sector deficit, and an expected 
rise in unit labor costs indicate that any reduction in the inflation 
rate in 1981 will be modest. 


U.S. exporters can expect a decline of imports into Italy for the 
remainder of 1981 and a slight drop in the U.S. share of the Italian 
import market. High technology items--led by computers and peripherals, 
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electronic components, and business equipment--continue to enjoy the 
best medium-term prospects for export sales. Solar energy is the field 
of greatest specialized interest among [Italian entities seeking 
licensing and joint venture agreements, but agreements in other sectors 
have also been reported in recent months. Foreign investment has not 
picked up due to recurring labor difficulties and macroeconomic 
uncertainties. However, the formulation of new incentive programs to 
promote investment in southern Italy may, have a positive effect on 
foreign investment levels over the medium term. 


DOMESTIC ECONOMY: RECENT DEVELOPMENTS AND TRENDS 


OVERALL GROWTH PATTERNS 


Despite declines in the second and third quarters, Italy's real GDP in- 
creased 4 percent in 1980--the highest rate in the European Economic 
Community (EEC) and only slightly below the 5-percent growth achieved 
in 1979. With real household disposable income up only an estimated 1 
percent in real terms (in part constrained by the "fiscal drag" effect 
cf the progressive tax system), families cut back on savings and were 
thus able to expand real consumption by 4.4 percent. Particularly 
favored were purchases of automobiles, mobiles, durable goods, and 
clothing. 


The mid-year downturn was initiated principally by external economic 
developments--the deterioration in terms of trade caused by the 1979-80 
oil price run-up and the downturn in Italy's major export markets. 
Exports of goods and services were off sharply during the first half of 
1980. Consumption and investment declined only beginning in the second 
quarter. 


The economy finished 1980 on the rebound--fourth quarter GDP was 2 
percent above that of the preceding quarter. This somewhat surprising 
development seems to be explained by the rapid ‘industrial production 
cutbacks that occurred as the recession developed earlier in the year. 
GDP fell 2.7 perent in the third quarter on a seasonally adjusted 
basis. As the recession developed over the summer, producers, assisted 
by the usual cutbacks during the vacation period, were able to avoid a 
large buildup of finished product inventories. When demand picked up 
after the seasonal lull, production quickly responded. Despite this 
slight recovery, the level of economic activity at the end of 1980 was 
below that of the first half of the year. 


SECTOR TRENDS 


Industrial production, which accounts for approximately 43 percent of 
GDP, followed the ups and downs of the overall economy in 1980, although 
in a more volatile fashion. As measured by the seasonally adjusted 
index, industrial production, after increasing 4.2 percent in the first 
quarter, fell 2.6 percent and 7.6 percent in the succeeding quarters 
before recovering 5.3 percent. For the year as a whole, industrial 
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production was up 5.6 percent from 1979. Despite the yearend rally, 
industrial production in January 1981 was 6.6 percent below the January 
1980 level. Leading industrial sectors in 1980 included transportation 
equipment, electrical and mechanical equipment, nonferrous’. metals, 
furniture, and wood products. Processing of petroleum and other energy 
sources was off sharply (a 4.2 percent decrease in real value added) 
reflecting structural changes in the world petroleum market and domestic 
regulatory revisions. Construction was up 4.2 percent in real value 
added, the highest increase in a decade. Housing, nonresidential 
construction, and public works all shared in this growth. 


In 1980, Italian agricultural production expanded 2.6 percent in real 
terms, the fourth consecutive annual increase, but below the growth rate 
of the rest of the economy. The livestock sector, which accounts for 40 
percent of total agricultural production (a low share for the EC), 
increased 2.3 percent, somewhat below the increase in crop output. Farm 
production costs rose an average 16 to 17 percent, while product prices 
were estimated to have risen at less than half that rate. Thus, there 
was a real decline in average farm income during 1980. Relatively 
unsatisfactory farm returns and scarcity of credit depressed sales of 
farm imports including tractors, livestock feed, and fertilizers. In 
March 1981, the EC agricultural target prices were raised, and the green 
lira was devaluated. These measures should permit an average 15.5 
percent lira increase in 1981 in the prices of the products covered by 
the EC system. Agricultural production represents approximately 7 
percent of GDP. 


INVESTMENT 


Investment was the most dynamic component of demand in 1980. Gross 
investment--i.e., gross fixed investment plus inventory change--was up 
19.7 percent in real terms. Gross fixed investment was up 10 percent 
with machinery and equipment spending particularly strong. In this 
latter category, machinery and metal equipment investment was up 18.1 
percent in quantity terms compared with 1979; investment in motor 
vehicles up 17.3 percent, other means of transportation up 19.9 percent; 
miscellaneous goods, up 11.0 percent. Both the public and private 
sectors shared equally in this growth with each having a real investment 
increase of approximately 10 percent. 


The 1979 surge in demand pushed up capacity utilization levels in late 
1979 and early 1980 to record levels. Average capacity utilization 
during the second half of 1979 and first half of 1980 was 77 percent. 
With profit levels increasing and credit availability not a problem, 
business and Government were eager and able to boost investment spending. 


Inventory growth was at a record level in 1980. The Government 
estimates that in real terms inventory growth was more than double that 
of 1979. This increase apparently reflected stockpiling of primary and 
intermediate material (many of which are imported)--in part a reaction 
to inflationary expectations. Inventories of finished products were at 
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low or normal levels during most of 1980, with some buildup at the end 
of the year. 


WAGES AND UNEMPLOYMENT 


The unemployment rate averaged 7.6 percent in 1980, slightly below the 
7.7 percent in 1979. In Italy, labor mobility is low, and cyclic 
economic fluctuations are reflected more in variations in hours worked 
than in the unemployment rate. Thus in the second half of 1980 monthly 
average hours worked by industrial employees were 3 percent less than a 
year earlier. Unemployment payments (measured in hours) also evidenced 
the economic slowdown--payments in the July-December period were up 52 
percent from that of July-December 1979. 


In 1980, unlike the preceding year, relatively few major wage agreements 
were up for renegotiation, and consequently hours lost in labor dispute 
were down sharply. Exceptions to this relatively tranquil labor 
situation were in the troubled chemical sector and the bitter dispute 
that erupted at Fiat in September. The plan by Fiat, Italy's dominant 
car manufacturer and largest private corporation, to lay off a large 
number of workers provoked a month-long strike. The strike was settled 
only after the "March of the 40,000"--a counter strike organized by 
supervisory and white-collar employees but supported by many factory 
workere--made it clear that a large segment of Fiat employees were 
unwilling to support the more extreme union demands. However, the 
unemployment compensation that made this settlement possible will add to 
the Government's deficit. 


The hourly wage index for blue-collar workers rose 22 percent on an 
average annual basis. This increase is in large part due to the 
automatic wage indexation system ("scala mobile"). Workers covered by 
this system receive the same absolute cost-of-living increase regardless 
of salary level, and thus, over time, this mechanism tends to narrow 
Salary differentials. With the high inflation rates of recent years, 
this has become an increasingly serious problem and has contributed to 
the discontent of those at higher salary levels. 


INFLATION 


Inflation, as measured by the working class family cost-of-living index, 
rose 21.1 percent in 1980 (December to December), the highest rate in 
over 30 years. Average lira import prices rose 26 percent in 1980, in 
large measure a consequence of the 1979-80 international oil price 
"shock." The scala mobile automatically transmits these external price 
increases into wage levels and subsequently throughout the entire 
economy. Thus, while the escalator system enabled many workers to keep 
pace with inflation, it was also, in itself, a cause of inflation. 


Wholesale prices were up 17.1 percent last year (December to December). 
There was a noticeable deceleration in the rate of wholesale price 
increases during the second half of 1980 as the economic slowdown 





=Jo 


developed. However, in late 1980 and early 1981, there was a sizable 
exchange rate depreciation of the lira vis-a-vis the currencies of its 
major trading partners, particularly the dollar. This has boosted lira 
import prices and will put upward pressure on wholesale prices this 
year. Another inflationary factor in 1981 will be the expected increase 
in unit labor costs as a result of the drop in the growth rate along 
with relatively little decline in employment. 


BALANCE OF PAYMENTS 


Italy's 1980 balance of payments deteriorated sharply relative to 1979. 
Provisional data for the current account, economic basis, indicate the 
following: Merchandise trade (f.0.b. basis), $15,956.2 million deficit; 
services, $5,042.5 million surplus (includes $7,006.3 million net 
earnings from tourism); unilateral transfers, $1,001.4 million surplus 
(included public transfers deficit of $395.8 million and emigrants' 
remittances surplus of $1,215.3 million); current account deficit of 
$9,912.3 million. Capital account figures are only available for the 
first three quarters and indicate a $3,946.1 million surplus. It is 
estimated that for the year as a whole, the capital account surplus will 
be $4-$5 billion. Provisional data for the overall balance of payments 
indicated a $7,325.5 million deficit. The remaining component of the 
overall balance, errors and omissions, will likely finish at minus $2-$3 
billion. 


The primary reason for the deterioration in the current account from a 
more than $5 billion surplus in 1979 was the sharp increase in the trade 
deficit from less than $1 billion to almost $16 billion. Part of the 
increased deficit is explained by increased world oil prices, which 
resulted in an increase in the crude oil bill of about $5.5 billion, 
despite a volume drop. It was largely because of the crude oil price 
increase that Italy's terms of trade (in lire) deteriorated with import 
prices, increasing by 29.5 percent, while those for exports increased by 
21.7 percent. In addition, reflecting Italy's continued relatively 
strong growth performance, import volume increased by 21.1 percent. 
However, the major trade-related development of 1980 was the 8.5-percent 
drop in export volume. It was the first such negative performance since 
World War II. In large part, it is explained by the more than 30 
percent drop in the volume of oil product exports. This was mainly the 
result of a change in petroleum product price regulations in Italy. 
However, export performance appears to have been generally weak, with 
consumer products such as_ textiles and clothing faring poorly. 
Explanations for this include the sharp competition provided by American 
and Japanese goods, an overheated domestic economy resulting in the 
absorbtion of goods that might otherwise have been exported, and Italy's 
differentially high rate of inflation that was not offset by a 
depreciation of the lira. 


Italy's total foreign reserve position increased cy $21,124 million 
during 1980. However, some $16,596.3 billion of this was explained by 
increases in the recorded value of the gold stock. Another $3,296.9 
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million is attributable to increased European currency unit holdings, 
which also reflect gold price changes. Considering the fact that the 
overall balance of payments finished with a more than $7 billion 
deficit, the increase in convertible foreign currency reserves appears 
surprising. However, commercial banks increased their net foreign 
indebtedness by $7.6 billion, more than enough to finance’ the 
balance-of-payments deficit. When the net foreign indebtedness position 
of the banks is taken into account, Italy's net foreign reserve position 
at the end of 1980 was valued at $42,985 million, up $13,516.4 million 
from the end of 1979. 


Despite an inflation rate of over 21 percent and heavy exchange market 
pressure during July and September, the lira was able to remain within 
its EMS bands during 1980, if near the bottom. On an average annual 
basis, the lira depreciated by only 3 percent against the dollar. The 
strength of the dollar in late 1980 resulted in a December 1979/December 
1980 lira depreciation of over 13 percent. In the face of continued 
poor inflation and balance-of-payments statistics, Italy decided on 
March 22 to devalue the lira by 6 percent against its EMS central rate. 
During the following 2 months, the lira remained near the center of its 
new EMS band. However, along with most other European currencies, the 
lira has continuously depreciated against the dollar in 1981. By late 
May, the rate was over 1,150 lira per dollar with new records being set 
almost weekly. 


ECONOMIC POLICIES 


PUBLIC FINANCE 


In 1980, the deficit of the enlarged public sector, which in addition to 
the Central Government includes regional or local government and 
publicly owned companies, is estimated at 40,662 billion lire. This is 
a significant increase in nominal terms above the 1979 deficit (33,084 
billion lire); however, for the second consecutive year, the deficit 
declined as a share of GDP--from 12.3 percent in 1979 to 12.1 percent in 
1980. Consequently, the overall impact of the public sector budget on 
economic activity seems to have been slightly more restrictive in 1980 
than in 1979. This was particularly the case in the first half of 1980 
when the public sector current budget showed a surplus. Despite this 
trend, the public sector deficit remains a serious problem for Italian 
economic policymakers. At 12.1 percent of GDP, the Italian public 
sector deficit is much larger than that of the other industrialized 
market economies. For example, the U.S. total government deficit in 
1980 was approximately 1.3 percent of U.S. gross national product. 
Italy's public sector current deficit, approximately 5 percent of GDP in 
1980, is the largest in the Organization for Economic Cooperation and 
Development (OECD). 


An important government tax initiative in 1980 was "fiscalization"--the 
shifting to the government budget of certain social security 
contributions previously paid by employers. The idea is to reduce 
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industrial firms' costs and improve export competitivity. Fiscalization 
was first implemented in July 1980 by the Cossiga Government but lapsed 
when that government fell in September. The Forlani Government 
reimposed the program in November. 


MONETARY POLICY AND INTEREST RATES 


During 1980, the growth of M2* was an estimated 12.2 percent in nominal 
terms and minus 7.3 percent in real terms. The growth of total domestic 
credit (includes bank loans, State sector requirements, bond issues and 
special credit institute lending), which is Italy's primary intermediate 
monetary policy objective, increased by an estimated 17.9 percent in 
nominal terms and minus 2.6 percent in real terms. As was indicated in 
the previous Trends report, it had been believed that monetary and 
credit policy was sufficently tight to insure a slowdown in nominal GDP 
growth by the end of 1980. However, this did not happen, and Italy 
entered 1981 with a continuing high rate of inflation and a continuing 
large balance-of-payments deficit. As a consequence, on January 31 the 
Italian Government announced a new set of credit measures. These 
extended the previous limits on bank lending in lire to include loans of 
less than 130 million lire. Also, for the first time, controls were 
extended to lending in foreign currency loans by restricting to end-1980 
levels foreign currency lending for financing imports. These measures 
were necessitated by the fact that bank lending not subject to controls 
had surged at the same time bank lending subject to controls was 
contained within desired levels. It is hoped that the new measures, by 
plugging the major loopholes, will correct the situation. However, the 
fact that Italian financial markets are proving to be increasingly adept 
at finding ways to circumvent such administered measures, as well as the 
fact that they cause market distortions, indicates that the situation is 
far from stable. 


Subsequent to the new credit measures, the economic indicators continued 
to be negative, resulting in heavy pressure on the lira. As a 
consequence, the lira's EMS central rate was adjusted downward by 6 
percent on March 22. In addition, the discount rate was increased from 
16.5 to 19 percent, and for the first time since 1976, the marginal 
reserve requirement on increases in bank deposits was upped. Soon after 
the "prime rate" was increased to 22.5 percent and the rate on 6 month 
Treasury bills rise to 18 percent. With the “prime rate" at 22.5 
percent, it is estimated that many borrowers will be paying 26 to 28 
percent, meaning that for the first time in the past few years interest 
rates will be fairly high even in real terms. The March measures were 
followed in late May by the imposition of a 30-percent deposit 


*Currency in circulation, all checking accounts, passbook savings, plus 
the smaller certificates of deposit ($100,000 and under). 
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requirement on payments for imports of goods and services. It requires 
Italian importers to place in a 90-day noninterest bearing account with 
the Bank of Italy a lira amount equivalent to 30 percent of the value of 
the purchase. The measure will expire on October 1 and does not apply 
to imports of crude oil and wheat. It is estimated that the measure 
will raise import costs by slightly less than 2 percent and consequently 
could result in a marginal drop in import volume. However, it appears 
that the main intent of the measure is to drain excess liquidity from 
the economy. This liquidity being the result of large Treasury 
financing requirements in late 1980 and 1981 that resulted in 
undesirable surges in monetary-base growth. 


INDUSTRIAL AND ENERGY POLICY 


The centerpiece of the Government's economic strategy is the medium-term 
plan prepared under the direction of Budget Minister La Malfa and 
approved by the Government in early 1981. In addition to a series of 
sectoral investment programs for the 1981-83 period, the plan 
establishes a procedure for careful government evaluation of investment 
project feasibility. The plan envisions that a substantial part of the 
financing for these projects will come from foreign borrowing. 


Italy is highly dependent on foreign sources for its energy supplies-- 
over 80 percent of primary energy sources are imported. The basic 
thrust of the Government's energy policy is to (1) maintain access to 
adequate supplies of oil and (2) push ahead with efforts to increase 
available supplies of natural gas and the use of nuclear power and coal 
in the production of electric energy. The precariousness of Italy's 
energy situation became clear during the winter of 1980-81 when it was 
sometimes necessary to impose rolling electric blackouts in order to 
keep electric demand within capacity limits. This immediate bottleneck 
is expected to ease over the next year and a half, as previously ordered 
oil-fired generating capacity comes on line. The longer term outlook, 
however, is more worrisome if construction of new power stations does 
not begin shortly. 


The Government has completed a new, comprehensive energy plan for the 
1980-90 period. The new plan is scheduled to be presented to Parliament 
shortly. In the recent past, various other energy initiatives were 
proposed but not approved due to opposition from interested parties. 


OUTLOOK FOR 1981 
DOMESTIC ECONOMY 


After 2 years of substantial economic growth, 1981 is expected to be a 
year of zero or even negative real growth. With real disposable income 
constrained by "fiscal drag," particularly during the first half of 
1981, and some increase in savings rates (as usually occurs during an 
economic slowdown), real household consumption in 1981 will do well to 
maintain the 1980 level. Real investment in machinery and equipment is 
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expected to decline in 1981. In 1980, these investments expanded at an 
extraordinary rate as producers attempted to catch up with the surge in 
domestic consumption and exports that took place in 1979. Since the 
early part of 1980, these aggregate demand components have leveled off 
while investment has increased rapidly. Now that capacity utilization 
has declined, investments in machinery and equipment can be expected 
todecrease. A restrictive monetary policy should accelerate this 
trend. Construction investment tends to be a relatively stable 
investment component and should be sustained, particularly in the latter 
half of 1981, by spending for earthquake recovery. Despite the increase 
in construction, however, overall real investment in 1981 is expected to 
be down substantially from the 1980 level. 


The Government hopes to hold the enlarged public sector deficit near 
40,000 billion lire for 1981. This may be difficult, given the 
automatic countercyclic tendencies of government spending plus political 
pressures for discretionary increases in some. programs. For 
balance-of-payments and inflation considerations, the monetary 
authorities are likely to continue to try to impose a restrictive 
monetary policy. Thus, the timing and magnitude of an economic recovery 
in 1981 will depend on Italy's export performance. 


Less domestic demand in 1981, combined with the lira depreciation in 
late 1980 early 1981, should provide a boost to exports. But economic 
recovery in Italy's export markets is also important. Recent OECD 
projections suggest that the recovery in other Western European 
countries may come later and be weaker than once hoped. If this 
forecast is correct, Italy's recovery may also be delayed. 


The slowing of economic activity in 1981 may provide some easing of 
inflationary pressures. However, the widespread indexation in the 
Italian economy and the recent lira depreciation, and consequent 
increase in lira import prices, make a reduction of more than 2 to 3 
percentage points in the annual inflation rate--i.e., to 18 to 19 
percent unlikely. Currently there is some discussion of lessening, at 
least temporarily, the degree of indexation in the economy. If such 
steps are taken, a more rapid deceleration of inflation may be possible. 


BALANCE OF PAYMENTS 


Overall, the outlook for the balance of payments in 1981 remains little 
changed from the previous submission. It is expected that the current 
account deficit of almost $10 billion will be cut by a few billion in 
1981. This would result from an increase in the services and transfers 
surplus, while import volume should drop--perhaps becoming negative, 
with the volume of exports recording positive, if small, growth. One 
factor underlying this will be the expected negative GDP growth, which 
should both contain import volume growth and help export performance 
because of less domestic absorbtion of exportable goods. In addition, 
the recent sharp depreciation (about 30 percent) against the dollar 
should help exports to the dollar area. The devaluation within the EMS 
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could assist Italian exports to other EC countries; however, Italy's 
expected inflation rate at more than twice the EC average will greatly 
diminish any advantage gained here. In addition, the depreciation 
against the dollar by increasing import prices for raw materials will, 
along with increasing the import bill, add to inflationary pressures. 


As indicated above, Italy's foreign reserve position at the end of 1980 
was excellent. It is anticipated that foreign currency reserves will 
have to be run down in 1981 in large measure because recourse to 
commercial banks borrowing abroad will for the reasons cited above be 
constrained in 1981. However, as evidenced by the recently concluded 
earthquake loan of $1 billion, Italy's international creditworthiness 
remains good. 


IMPLICATIONS FOR THE UNITED STATES 
TRADE TRENDS 


With Italy's imports expected to drop during 1981, U.S. exporters will 
find that aggressive and well-aimed marketing efforts will be required 
if inroads are to be made with new-to-market products or if sales of 
already-introduced products are to be maintained or increased. The 
bilateral trade balance between Italy and the United States should not 
reflect as large a deficit in favor of the United States as the $2.8 
billion figure of 1980. Along with the decrease in the volume of U.S. 
exports, which totaled $6.9 billion in 1980, it is expected that the 
U.S. share of total Italian imports will also drop slightly over the 
short run. It should not, however, fall below the range maintained over 
the past 3 years. The U.S. market shares recorded in 1980, 1979, and 
1978 were 6.95 percent, 7.0 percent, and 6.5 percent, respectively. 


The top five categories of imports from the United States are machinery 
and equipment, chemicals, agricultural products, coal and coal products, 
and aircraft and parts. The U.S. International Marketing Center in 
Milan continues to support a variety of these and other sectors through 
its annual schedule of local and offsite shows. Regularly scheduled 
shows include, for example, two on computers, peripherals, and software 
(Milan in June, Rome in November) and one on footwear held in Bologna in 
September. Other shows planned for the remainder of 1981 include 
INTERSAN Medical Equipment (Milan) and NUCLEX - Nuclear Energy (Basel, 
Switzerland), both to be held in October. 


U.S. SALES PROSPECTS 


The product categories that appear to have the best medium-term 
prospects for export sales from the United States are, in priority 
order, as follows: 


Le Computers and peripherals. Recent growth has been strongest in 
memory and other storage devices and in input and output 
equipment. Imports of parts have also been buoyant as a result 





of growing domestic production, although these increases in 
domestic output will somewhat limit the import competitiveness 
of U.S. terminals, printers, and other peripherals. 


Electronic components. Imports in general should continue to 
be strong due to continued technological advances, as Italy 
lags as much as 4 to 5 years in crucial areas. The import mix 
will see large changes depending upon cost and delivery 
competitiveness, but semiconductors will continue to be the 
high visibility area. 


Business equipment. Microfilm systems, in particular, continue 
to be a good import. Typewriters and accounting machines also 
are strong imports, despite considerable domestic production. 
These trends are likely to continue. 


Telecommunications equipment and parts. Continuing slowdowns 
in the Government's telecommunications modernization programs 
mean slow growth for imports and domestic production over the 
short term, but 1983 should see a_e resurgence in both 
categories. Imports continue to concentrate on high-technology 
microwave, broadcast, and navigation equipment. 


Aircraft and parts. Medium-term imports are likely to grow at 
about 10 percent annually as is consumption. However, parts 
imports will increase faster than aircraft imports. Future 
decisions concerning Alitalia's purchasing program and 
Aeritalia's contract with Boeing may significantly alter both 
domestic production and import projections. The most effective 
vehicle for promoting this industry continues to be the Paris 
Air Show held every 2 years. The next show is scheduled for 
June 1983. 


Analytical and scientific instruments. Domestic production has 
been somewhat depressed over the past few years. Imports are 
expected to grow 10 percent annually over the short term, with 
the U.S. market share averaging about 14 percent of total 
imports. 


Printing and graphic arts equipment. Imports are expected to 
gain 10 to 12 percent annually through 1984. U.S. imports will 
be strongest in presses and phototypesetting machinery. 
Bindery equipment, on the other hand, is heavily sourced both 
locally and within the EC. 


Electrical generation and distribution equipment. Due to 
Italy's severe energy problem, imports of equipment in this 
field have been increasing at about 30 percent annually. While 
imports from the United States totaled only $40 million in 1979 
(including generator sets, rectifiers, and hydroelectric 
equipment), the likely on-schedule implementation of the 
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hydroelectric and geothermal electric portions of the 
Government's pending 10-year energy plan _ should provide 
increased export opportunities for suppliers of equipment and 
technology in those particular areas. In addition, with 4,000 
MW of nuclear capacity expected to be started within the next 4 
years and 1,000-1,500 MW of coal-fired capacity likely to be 
started by 1983, there should be considerable export potential 
for U.S. firms in those areas as well. 


Pollution control equipment. Leading categories of imports 
from all sources over the recent past have been heat 
exchangers, filtering and separating equipment, and controls 
and monitoring gear. U.S. exports seem to be most competitive 
in water treatment equipment (projected share of 19 percent of 
the 1982 market), controls and monitoring equipment (projected 
share is 22 percent of the 1982 market), and air pollution 
control gear (8 percent share of $14 million in imports). 


Food processing and packaging equipment. Given both the large 
Italian market and the range of agricultural output, the low 
growth of this sector in the late 1970's implies substantial 
pent-up demand. U.S. exports have been flat in recent years 
except for containers, which have been steadily increasing and 
which now total about $7 million annually. However, there 
seems to be considerable potential in specialty refrigeration, 
poultry processing, and fruit and vegetable processing. 


Hotel and restaurant equipment. Twenty percent annual growth 
in both imports and domestic output is expected through 1983. 
There appears to be substantial import potential in heavy-duty 
equipment for high-volume restaurant and catering operations. 


LICENSING, JOINT VENTURES, AND REPRESENTATION 


Most licensing and joint venture opportunities continue to be found in 
the energy and engineering and construction fields. Solar energy 
remains the topic of greatest specialized interest, as evidenced by the 
unexpected overwhelming turnout for the "Solar Energy USA" seminar held 
in February by the U.S. Departments of Commerce and Energy. However, 
interest on the part of Italian entrepreneurs in licensing agreements 
and joint ventures is not limited to these fields, however, as 
opportunities continue to be reported in other sectors where the United 
States has a technological edge. Recent inquiries have included the 
diverse fields of seafood harvesting and mining products. All such 
opportunities are disseminated in the United States through the programs 
and publications of the U.S. Department of Commerce. 


Through a coordinated effort by all of the U.S. Commercial Offices in 
Italy, numerous Italian companies interested in serving as 
representatives for U.S. firms in the Italian, or in some cases 
European, market have been identified. These firms represent all major 
product categories. This exceedingly positive response on the part of 
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Italian industry is evidence of the continuing high level of interest in 
U.S. products in this market. 


FOREIGN INVESTMENT 


While final investment figures for 1980 are not yet available, 
indications are that foreign investors on the whole remained cautious. 
The continuing labor-related problems of immobility, low productivity, 
and inability to reduce work force have particularly discouraged some 
would-be investors. The future tendency may be for increased leniency 
in those areas, however, as the highly publicized Fiat dispute has 
resulted in some increased public and worker awareness of the 
difficulties being faced by industry because of the restraints. Despite 
these labor difficulties and other politico and economic uncertainties, 
net foreign investment in Italy remains positive. 


While much foreign investment, including U.S. investment, had been 
directed toward southern Italy (the "“Mezzogiorno" area) in the past, 
confusion surrounding the future of the incentive programs since their 
expiration on December 31, 1980 has dampened this_ trend. The 
legislation, that was initially extended until December 31, 1981 will 
now expire on September 30, 1981. A new 10-year package is currently 
being formulated, and it is expected that the final program will be 
similar to its forerunner. The tax holidays, soft loans, grants, and 
worker-training programs should again attract foreign investors to the 
Mezzogiorno area--particularly if the attention being given to the new 
package results, as is hoped, in significant bureaucratic streamlining. 
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